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BUSINESS SPENDING AND BORROWING have
continued at high levels in the first half of
1957, but the composition of outlays and
the patterns of financing have changed.
While expenditures for plant and equipment
have been maintained, purchasing for in-
ventories has been curtailed, and corpo-
rate income tax payments have been smaller
than in early 1956. Profits and deprecia-
tion allowances have provided a larger share
of the funds needed to finance outlays, and
borrowing in capital markets, at record
levels in early 1957, has also been a more
important source of business funds than last
year. Borrowing from banks, on the other
hand, has moderated, and reductions in cor-
porate liquid asset balances have been
smaller than a year ago.
Outlays for modernization and expansion
of production facilities have continued close
to the record rate reached late last year, and
about one-ninth larger than in early 1956.
Spending plans reported to the Department
of Commerce and the Securities and Ex-
change Commission suggest a high level of
such expenditures over the balance of 1957.
Outlays for additions to inventories have
been small, however, in contrast to the
substantial increase in inventories in early
1956. Payments of Federal income taxes
have been heavy, as is usual in the first half
of the year, but have exerted less pressure on
available corporate funds than a year ago.
While tax liabilities showed little change
from 1955 to 1956, an increased share of
the taxes owed on 1956 incomes was paid in
September and December of last year, in ac-
cordance with the schedule of accelerated
tax payments adopted by the Federal Gov-
ernment in 1954.
Shifts in the composition of business out-
lays have been accompanied by increased
reliance on funds available from current
CORPORATE NEW CAPITAL ISSUES
Half years, in billions of dollars
NOTE.—Securities and Exchange Commission estimates ex-
cept for 1957, which includes a Federal Reserve estimate for
the second quarter. New capital issues include all offerings
other than those for retirement of securities.
operations and on funds obtained through
long-term borrowing in capital markets-
Profits have remained close to the very high
levels reached in the fourth quarter of 1956,
and depreciation allowances have continued
to grow. Corporate flotations of securities
for new capital have been in larger volume
than last year, as may be seen in the chart.
In contrast, the expansion of business loans
at commercial banks in the first five months
of 1957 was much smaller than a year ago,
and reductions in corporate holdings of cash
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and United States Government securities
were more moderate than in early 1956.
BUSINESS INVESTMENT
Business expenditures on new plant and
equipment are estimated at $18.2 billion in
the first half of 1957, compared with $16.3
billion in the same period of 1956. Most
major industrial groups have spent more
this year, with the sharpest increases reported
by public utilities, railroads, and industries
producing primary metals, machinery, trans-
portation equipment other than motor vehi-
cles, and chemicals. All of these industries
had increased their outlays for facilities sub-
stantially in 1956, and many of them are
engaged in long-range expansion programs
that call for a high level of capital expendi-
tures for some time to come.
More moderate increases have occurred
in other industries, such as paper and paper
products, where expansion programs last
year appear to have brought capacity into
better balance with current demand. Motor
vehicles producers, whose capital outlays
rose sharply last year, have spent less this
year for new plant and equipment, as have
textile producers and commercial establish-
ments.
In contrast to the continued high rate of
spending for fixed capital, the rate of addi-
tions to business inventories has decreased
substantially. A number of the incentives
which stimulated inventory accumulation in
early 1956 appear to have been less strong
this year. Continued expansion of plant
has required some further growth in stocks,
and the possibility of price increases for
some basic materials may again be influenc-
ing purchasing decisions. Supply short-
ages are apparently not widely expected,
however, and financing of inventory addi-
tions has become more expensive.
Reflecting changes in demand and supply
pressures, manufacturers of durable goods
reduced their stocks of purchased materials
in the first quarter of 1957, compared with
an increase a year ago. Their inventories
of finished goods and goods in process of
fabrication, however, continued to rise, as
can be seen from the table, with the increase
somewhat more rapid than in early 1956.
BOOK VALUE OF MANUFACTURING AND
TRADE INVENTORIES

























































NOTE.—Department of Commerce data, without adjustment to
remove seasonal variation or the effect of price changes on inventory
values. Details may not add to totals because of rounding.
Additions to retail inventories, although sub-
stantial, were slightly less than is usual at
this time of year and wholesale inventories
declined, in contrast to the rise in the first
quarter of 1956. These inventory trends
continued through April. Manufacturing
and trade inventories at the end of the
month were virtually unchanged from the
March level, compared with a rise of $800
million in April 1956.
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Seasonal needs and rising prices appear
to have accounted for all of the increase in
book values of business inventories this year.
Department of Commerce estimates indi-
cate that, after allowance for price changes
and usual seasonal variations, the physical
volume of nonfarm business inventories de-
clined in the first quarter of 1957, the first
reduction in physical stocks since late 1954.
OTHER OUTLAYS
Federal income tax payments, a major use
of corporate funds in the first half of the
year, have been about one-tenth smaller in
1957 than a year ago. The reduction re-
flects changes in the tax payment schedule,
rather than a decline in total tax liabilities.
Under the present schedule, most corpora-
tions paid 20 per cent of their tax liabilities
on last year's incomes in the second half of
1956, leaving 80 per cent to be paid in
March and June of this year. At the begin-
ning of 1956, 90 per cent of the liabilities on
the previous year's income remained to be
paid. Corporate payments of Federal in-
come taxes, which amounted to almost $9
billion in the first three months of 1956,
totaled a little over $8 billion in the same
period of this year.
Customer financing appears also to have
been a somewhat smaller drain on corporate
funds this year. Although some businesses
have increased the trade credit extended to
business customers, financing of consumer
purchases by merchants and by finance com-
panies has expanded less rapidly than in
1956.
Dividend payments have been larger than
in early 1956, but the rate of increase has
slowed appreciably. Payments in the first
four months of this year were 4 per cent
larger than a year ago; payments in the
same period of last year were 15 per cent
higher than in early 1955.
FINANCING FROM INTERNAL SOURCES
Funds from operations, that is, profits before
taxes and depreciation allowances, have
supplied a greater proportion of corporate
financing needs this year than they did in
early 1956. A smaller volume of funds,
however, has been obtained from reduc-
tions in corporate holdings of cash and
United States Government securities. Cor-
porate liquidity has declined this year, but
the drop has been more moderate than in
the first half of 1956.
Corporate profits. Profits in early 1957
were about 6 per cent larger than a year
earlier. Increases were reported in almost
all industrial groups, with the sharpest gains
among producers of electrical equipment,
machinery, transportation equipment other
than motor vehicles, and petroleum. Lower
profits were reported in the textile, paper,
and building materials industries and by air
transport companies. For all corporations
combined, profits before taxes are estimated
to have been at a seasonally adjusted annual
rate of $46.5 billion in the first quarter of
the year, close to the high levels reached in
the final months of 1956, as may be seen in
the chart on the following page. *
The sharp rise in profits in the fourth
quarter of last year, following a decline over
the first three quarters, reflected improve-
ments in sales and in profit margins from
reduced third quarter levels. The most
marked improvement was in manufacturing
industries, where both sales and profits in
the third quarter had been adversely affected
by the steel strike and by curtailment of au-
tomobile production. For the year 1956,
profits of manufacturing companies as a
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NOTE.—Seasonally adjusted annual rates. Department of
Commerce estimates except first quarter of 1957, which is
estimated by the Council of Economic Advisers.
group were slightly larger than in the previ-
ous year.
According to data compiled by the Fed-
eral Trade Commission and the Securities
and Exchange Commission, the ratio of
profits after taxes to sales for manufacturing
corporations was slightly less last year than
in 1955, but was higher than in any other
year since 1950. Declines in profit margins
from 1955 to 1956 were reported mainly in
industries in which production was curtailed
either because of work stoppages, such as
occurred in the iron and steel and electrical
machinery industries, or because of reduced
consumer buying, such as affected the motor
vehicles and certain building materials in-
dustries.
Reflecting the predominance of large
producing units in most industries where
profit margins declined last year, the ratio
of profits to sales declined for large manu-
facturing corporations as a group. Profit
margins for small manufacturing companies,
in contrast, increased. Data now available
for the first quarter of 1957 indicate that
profit margins of manufacturing corpora-
tions continued at the levels of late 1956.
Liquid assets. With Federal income tax
payments concentrated in March and June,
corporations in recent years have reduced
their holdings of cash and United States
Government securities in the first half of the
year, and added to them in the second half.
Reductions in liquid asset balances in
1957 appear to have been moderate, espe-
cially in comparison with the decline of
nearly $8 billion in the first half of 1956.
Corporate accumulation of liquid assets in
the second half of 1956 was also smaller
than a year earlier. In part, more moderate
seasonal fluctuations in corporate liquid as-
set holdings over the past twelve months
reflect the trend toward a more even distri-
bution of scheduled tax payments.
Corporate liquidity, as measured by the
ratio of cash and United States Government
securities to total current liabilities, has
probably declined somewhat further since
the end of 1956. In the first half of last
year, the ratio fell sharply, from 54 to 48
per cent.
EXTERNAL FINANCING
Total business borrowing has continued in
large volume this year, as a rise in financing
through security flotations has offset the re-
duction in borrowing from commercial
banks. The volume of corporate security
issues was nearly one-third larger in the
first half of 1957 than the previous record
volume of a year ago. Business loans at
commercial banks, on the other hand, rose
only $100 million in the first five months
of 1957, compared with an increase of $1.6
billion in the same months of 1956. In
many earlier years, business loans had de-
clined over these months.
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Bank loans. In early 1957, as in early
1956, business loans at commercial banks
declined in January and rose sharply around
the corporate income tax payment date in
March. The decline in January this year,
which followed a large increase in loans in
December, was more than double the de-
cline a year earlier. Loan expansion in
March 1957, while substantial, was some-
what less than in March 1956, when cor-
porate income tax payments were larger.
Business loans declined slightly in April and
May this year, in contrast to an increase
over this two-month period in each of the
two preceding years.
Moderate growth in bank loans to busi-
ness this year reflects reduced use of bank
credit by most major industrial groups. In-
formation available from a sample of weekly
reporting banks, shown in the chart, indi-
cates that metal manufacturers borrowed
only two-thirds as much this year as in the
first five months of 1956, when substantial
inventory accumulation, sharp increases in
capital spending, and a record volume of tax
payments exerted heavy pressure on availa-
ble funds. Petroleum, chemical, and rubber
companies borrowed only one-third as much
as last year. Reduced loan expansion has
been accompanied by a larger volume of
security issues in these industries.
Among industries that generally repay
bank debt in the early months of the year,
such as food processors and commodity
dealers, loan repayments were exceptionally
heavy this year. Seasonal borrowing by
these industries in late 1956 was also much
larger than usual.
Public utilities borrowed less from banks
around the March income tax date this year
than in 1956, but over the full five month
period, January-May, their bank loan ex-
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pansion was about one-tenth greater than
last year. Sales finance companies have
also increased their use of bank credit in
1957. In the early months of 1956, finance
companies repaid bank debt, on balance.
Security issues. Corporate security issues
for new capital in the first six months are
estimated at a record volume of about $6.5
billion, compared with $5 billion in the same
months of 1956. The volume of new issues
was particularly heavy in the first quarter of
this year, when almost $3.5 billion of new
securities were offered. In recent months,
the new issue volume has been somewhat
smaller, though still large in comparison
with earlier periods.
Financing by public utility industries has
accounted for almost half of all corporate
security offerings this year, a greater propor-
tion than in 1955 or 1956. Reflecting a
sharp expansion in planned capital spending
programs of utility companies, as well as
their practice of financing a major share of
capital outlays through security issues, the
volume of new securities offered by utility
companies has been half again as large as
in 1956.
Security flotations by manufacturing
companies have also exceeded last year.
Large increases in capital market financing
have occurred in the metals and petroleum
industries where bank loan expansion has
been more moderate than in 1956. Finance
compam'es, on the other hand, have reduced
the volume of their security flotations, and
met more of their financing needs this year
through bank loans.
As has been typical of corporate financ-
ing throughout the postwar period, flota-
tions of debt securities have accounted for
the bulk of all new security offerings thus
far in 1957. Offerings of common stock
have been in larger volume than last year,
and have accounted for a greater proportion
of all security flotations, but offerings of
preferred stock have been relatively less im-
portant than a year ago. All of the increase
in new corporate bond issues has been in
issues offered for public sale, rather than in
securities placed directly with institutional
investors.
Despite the record volume of publicly
offered debt this year, market yields on cor-
porate bonds declined in January and Feb-
ruary and did not return to their previous
peaks until early June. In part, the excel-
lent market reception accorded corporate
bond flotations in the early months of 1957
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reflected the availability of a large volume
of funds withdrawn from other investments.
Net redemptions of United States savings
bonds, for example, amounted to $700 mil-
lion, compared with $200 million in the
first quarter of last year. The narrow spread
between stock and bond yields also en-
couraged the flow of investment funds into
the corporate bond market.
At the beginning of the year, the spread
between bond and stock yields was the nar-
rowest in the postwar period, as can be seen
from the chart. The spread widened over
the first quarter of the year, as yields on
high-grade outstanding corporate bonds
dropped from 3.79 to 3.66 per cent, while
yields on common stocks increased.
Since March, the yield spread has nar-
rowed again. Renewed optimism in the
stock market has resulted in an increase in
common stock prices and a decline in com-
mon stock yields. At the same time, con-
tinued heavy flotations of corporate bonds
have pressed against the available supply of
investment funds, and yields on new bond
issues have risen sharply. Yields on out-
standing bonds have also increased, and
reached a new postwar peak in mid-June,
but the spread between new and outstanding
bonds has widened considerably.
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